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L.dttortval Comment 


This is the first issue of THE CONTROLLER. It 
marks another stride in the progress of the Con- 
trollers Institute of America. One of the main 
activities of the Controllers Institute is the study of 
professional and technical problems of the controller. 
This activity has disclosed many specific tasks to 
be done and numerous problems to be solved, call- 
ing for the skillful handling which controllers can 
give, leading to the standardization of practices, the 
protection and advancement of business interests, 
and a wise and efficient control of business opera- 
tions from an economic standpoint. 

The extraordinary growth of modern business, the 
need for efficient control and correct methods; to- 
gether with the constantly increasing complexities 
of corporate activities, has laid upon controllers 
marked responsibilities. Hand in hand with these 
responsibilities has gone recognition to which his 
new status.entitles him, so that wide opportunity for 
constructive service is presented to the controller. 

The Controllers Institute, as an organization, pur- 
poses to provide means whereby controllers may 
more efficiently perform their difficult duties and, at 
the same time, secure for controllers independence 
of thought and action; together with the right to 
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use their individual judgment in their official capac- 
ity and in the discharge of their duties. The Insti- 
tute has proved a medium through which controllers 
of all types of American business can exchange ideas, 
experiences, and knowledge, to the individual and 
aggregate advantage of all concerned. 

The time has now arrived to set up an instrument 
of communication between controllers for the dis- 
semination of information with respect to problems, 
practices and methods in the field of controllership. 

THE CONTROLLER is to be a regular publication, 
designed to present in print a free flow of discussion 
having to do with important subjects in the field of 
controllership. Its columns will be open to all, sub- 
ject to reasonable editorial and space limitations. 

Progress is in advance of the printed page, but it 
shall be the aim of the publishers and editors of this 
magazine to capture current thought, present day 
practices, and the conclusions reached by practical 
men with respect to the many questions in the 
domain of the controller, and to present them here. 

The furtherance and careful handling of these 
tasks will be always in the minds of those responsi- 


ble for this publication. 
; —DANIEL J. HENNEssy. 
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Why Should We Not Return to Gold 
Standard, with Limitations? 


Frank A. VANDERLIP Describes Factors of World-Wide Influence Which Drove Many 
Countries off Gold Standard—Recommends Setting up Federal Monetary Authority— 
English Stabilization Fund and Its Operations Pictured—Results on American Finance. 


i ew following very illuminating 
article is the substance of an ad- 
dress delivered by Mr. Frank A. Van- 
derlip, former president of the National 
City Bank, of New York, before mem- 
bers of the New York Control, of the 
Controllers Institute of America, on 
January 18. Mr. Vanderlip’s presenta- 
tion of facts concerning the monetary 
problem and its many ramifications, 
is particularly timely. 

This is the first half of Mr. Van- 
derlip's paper. The concluding portion 
will be published in the March issue. 

—THE Epiror. 


In this chaos that we have been in- 
volved in, it is difficult to follow a 
logical thread indicating just what has 
been the matter, but in those features 
of the situation that I am going to 
treat, it seems to me that there is a 
logical thread, and I want to indicate 
that, so that it may be noted how many 
of these features that have become very 
bothersome really hang on that thread. 

There has been a complete miscon- 
ception of the possibilities of liquidity. 
Liquidity, of course, means ability to 
turn property into cash. We saw this 
weakness in the banking situation. 
There was a misconception on the part 
of bankers. They believed that they 
could loan, and they did loan or in- 
vest, three-quarters of their portfolios 
in long term capital purchases. Their 
deposits in the main were payable on 
There was no self-liquidat- 


demand. 
ing quality in three-quarters of their 
portfolio. Under normal circumstances, 
when there was no general demand to 
withdraw deposits and when there was 
a normal security market, their de- 


posits were perfectly liquid. In truth, 
capital loans were more liquid than 
self-liquidating commercial loans, but 
when there came a demand which 
broadly reduced deposits, when that 
demand forced securities on a market 
faster than there were new investors to 
take them, the whole situation froze up. 
There was a world-wide misconcep- 
tion of the possibilities of a gold 
liquidity of property. Under the old 
idea of the gold standard—and it is 
not very old because it existed with us 
in practice up to last March, and exists 
still in the minds of most business 
men—under that conception of the 
gold standard, all currency was redeem- 
able in gold. Any property that could 
be turned into currency, and any prop- 
erty that could be sold and be turned 
into a bank account, could under the 
theory of liquidity of the bank account 
be turned into currency, and under the 
theory of the liquidity of currency in 
gold, could be turned into gold. Well, 
that theory broke down. There is a 
part of the cause for thirty-four na- 
tions going off the gold standard. 


World's Monetary Gold Measured 

I want to speak first of the gold 
standard—what it is and what its func- 
tions are. There is not very much gold 
in the world. A block thirty-one feet 
on a side, a cube that could stand be- 
tween the curbstones of Nassau Street, 
would contain all the monetary gold 
in the world. Let us imagine a block 
of gold as our monetary gold standard 
and see what the normal functions of 
that are under a gold standard. 

In the first place, it forms a base for 


currency. It gives an idea of security 


to anyone holding paper currency. 
There is gold back of it, not as much 
as the total of currency outstanding, 
but enough to give a feeling of secu- 
rity that the paper money can be turned 
into gold. Under the conditions that 
existed it did more than that as to cur- 
rency. It not only served as a base to 
give confidence to the currency; it 
served as a limitation on its total vol- 
ume. A Federal Reserve Bank note, 
for example, had to have forty per cent. 
reserve back of it, and that was our 
main currency. Now, if currency 
must have forty per cent. of gold back 
of it, it is obvious at once that you can 
erect on your cube of gold, two and 
one-half cubes of currency, but no 
more. There is a direct limitation on 
the volume of paper money that can be 
put out, and that is why a gold stand- 
ard secures against inflation. 

That word inttation is defined in 
various ways. We could have a credit 
inflation under a gold standard, but 
there is a limitation there. A bank de- 
posit has to have back of it a reserve. 
It would not be quite accurate, but 
accurate enough, to say that our bank 
deposits had to have a fifteen per cent. 
reserve of currency. It did not all 
have to be in currency. Part of it could 
be in a Federal Reserve deposit, but 
the Federal Reserve deposit had to 
have a gold or legal money basis. 

Picture a situation in which those 
two conditions were existent—that the 
currency had to have forty per cent. of 
gold back of it, and the deposits had 
to have fifteen per cent. of currency as 
a reserve—and let us note what the re- 
action would be in a country where the 
currency had been expanded to the full 
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limit and the banks had no surplus 
reserve. From such a country let us 
withdraw a million dollars in gold and 
withdraw it either by hoarding, which 
abstracts it from the monetary base, or 
withdraw it through adverse trade bal- 
ance and ship it abroad. Withdraw- 
ing a million dollars of gold reduces 
the currency volume two and one-half 
million, with a forty per cent. reserve, 
and if we are right down to the lowest 
limit, a withdrawal of a million dol- 
lars would force a retirement of two 
and one-half millions of currency. A 
retirement of two and one-half mil- 
lions of currency coming out of the 
banks—and that is where it would 
come from—would force a calling of 
loans in order to reduce deposits si 

teen million six hundred sixty-six 
thousand. So, in our modern currency 
and banking situation, we get a mul- 
tiplication of any movement of gold. 


Effect of Gold Influx 

Just the reverse would occur with 
an influx of gold. An influx of a mil- 
lion of gold would make possible an 
increase of two and one-half millions 
of currency. An increase of two and 
one-half millions of currency in the 
hands of the banks would make possi- 
ble a credit expansion of sixteen mil- 
lion dollars. - 

Now, those figures are not exactly 
accurate, because we had currency with- 
out any gold back of it. A National 
Bank note did not need to have any 
gold. A gold certificate had 100 per 
cent. of gold back of it; but that illus- 
tration will make clear to you, I think, 
the principle. 

Gold has another function under the 
gold standard. There is one thing that 
is acceptable in all markets of the 
world for a financial payment, and 
one thing only: gold. The final net 
payment of a trade balance must al- 
ways be made in gold, and the gold 
standard acted as a most ingenious 
governor of foreign trade, and for a 
century, with some interruptions, the 
gold standard served that purpose re- 
markably well. I say there were some 
interruptions; the gold standard was 
being operated by English bankers, 
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but England went off gold five times 
in that century, and, of course, we went 
off for some 
the Civil War. 
worked as a governor of foreign trade. 

Imagine the country in the position 
that I have described. Let me first 
picture a country’s foreign trade. Im- 
agine a pair of balances, scales, two 
pans. In one pan we will put all the 
exports, in the other all the imports. 
They will be out of balance. Now, 
we add the invisible exports and im- 
ports, payments of freight on foreign 
vessels, payments of tourist expendi- 
tures, of immigrants’ remittances, in- 
come on interest of securities owned 
abroad, and the like. Our scales prob- 
ably will still be out of balance. 

There are then just two ways to 
bring those scales into balance. We 
can borrow abroad; we can throw our 
credit into one pan, and it has just the 
same effect on the international trade 
balance that an export would. We 
have exported our credit. Still our 
scales probably would not exactly bal- 
ance. There is then left just the one 
recourse. Ship gold. Let us note 
what the effect of that gold shipment 
would be. 

A shipment of gold forces a reduc- 
tion of currency, or tends to. The re- 
duction of currency tends to force a 
reduction of deposits; deposits can be 
reduced only by calling loans. The 
calling of loans brings higher interest 
rates, indicates bank 
credit. Higher interest rates and the 
scarcity of bank credit leads to lower 
prices. Lower prices make the coun- 
try a better place in which to buy, a 
There- 


years following the 
But this is the way it 


a scarcity of 


poorer place in which to sell. 
fore, its exports increase; its imports 
decrease, and its trade is brought into 
balance. 


Why Not Return to Gold? 

If the gold standard worked for a 
century, if its incidental action is a 
governor of foreign trade, bringing a 
country’s trade back from a disequilib- 
rium to a substantial balance, why 
should we not return to it? It is per- 
haps not surprising that there has been 
from experienced business quarters an 
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almost universal demand for an im- 
mediate stabilization of the dollar and 
an immediate return to the gold stand- 
ard, which meant the gold standard as 
we have always known it. But some- 
thing has been occurring during and 
since the war which made the working 
of the gold standard as we had always 
known it an untenable thing. Let us 
see what that was. 
There developed an 
ownership of securities. There had al- 
ways been some. England had been 
the chief holder of securities of other 
countries, and in making those invest- 
ments she had been helped very much 
her bankers had been helped very 
much—in operating the gold standard 
because they always stood ready to 
throw credit on these international 
scales, to receive securities, and when 
a country was in a position where it 
desired to retain its gold, it could bor- 
row; it could sell securities to Great 
Britain and bring about a temporary 
or perhaps a permanent balance. But 
the distribution of inter- 
nationally increased. The United States 
changed from a debcor to a creditor 


international 


securities 


country. Other European natioris be- 
sides England became international 


creditors. 


Incalculable Factor Enters 

Let us note what the effect of an in- 
ternational movement of securities may 
be. Suppose some of our securities are 
held by a European nation and are 
thrown back on our market. In 
twenty-four hours they become a bank 
balance. The bank balance was liquid 
in currency; the currency was liquid in 
gold, and as effective a demand upon 
our gold monetary base was set up as 
if a million dollars of woolen goods, 
or silks, or any other thing that we im- 
port, had been sent to our shores. So 
there became a factor: that was incal- 
culable. Bankers know how much-re- 
serve to keep against a balance of de- 
posits because they know the total of 
deposits, but they have no means of 
knowing how much reserve to keep 
against an indeterminate potential de- 
mand that may be thrown on that re- 
serve by a sale of securities. They can 
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not gauge the psychology of the in- 
vestor. He may return securities to us 
for some reason developed in our own 
country, or he may return them for 
some reason developed in his own 
country. 


Movements of Liquid Capital a Factor 
There was one of the troubles of the 
continued working of the gold stand- 
ard. But there developed another 
trouble similar in character but far 
more important. There grew up dur- 
ing the war a great mass of liquid capi- 
tal that crossed frontiers with no rela- 
tion at all to foreign trade. Sometimes 
it was motivated by fear, and we called 
it a flight of capital. Sometimes it was 
motivated by astuteness. An example 
of that was in 1928 and 1929 when 
two billion dollars flowed into our 
banks here, foreign money, coming 
without any regard to foreign trade. 
Our foreign trade was in favorable 
balance, but this money came way be- 
yond that demand. It made possible 
the expansion of currency, the greater 
expansion of bank credit. It contrib- 
uted very largely to the boom in the 
stock market which led to those gro- 
tesque prices from which there was the 
terrible tumble at the end of 1929. 

Then speculators in exchange may 
move capital across borders in the same 
way. We do not have so very much 
speculation in the foreign exchange 
market, but it is a favorite game of the 
speculator in Europe, and there are 
vast sums of liquid capital that operate 
in the foreign exchange market, and, 
as I say, it is thrown across borders 
without respect to foreign trade and 
its demands. 

After England went off the gold 
base, she established what was known 
as a stabilization fund. Parliament 
appropriated first one hundred fifty 
million pounds, which was placed in 
the hands of the governor of the Bank 
of England to stabilize the pound. 
That is euphonious for manipulating 
the foreign exchanges. That was 
found not to be large enough and Par- 
liament later appropriated two hun- 
dred million pounds in, addition. Now 
that total is a billion and three-quar- 
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ters, and remember, there is only a 
litle more than eleven billions of 
monetary gold in the world. That has 
been operated by an astute economic 
general, as a military general would 
operate troops, and the campaign has 
been as secret as would the campaign 
of a military general in a war. To my 
mind, the result has been as dangerous 
as a flight of military aeroplanes that 
could cross the border of a country 
that had no anti-aircraft guns to en- 
gage them. 

I find no fault with England for 
this. She had a perfect right to do it. 
That fund was operated in the interest 
of British citizens, and, conversely, it 
was not in the interests of the citizens 
of other countries. You would be 
told by an Englishman that its sole ob- 
ject was to stabilize the pound. Stabi- 
lize it where ? It was the desire of Eng- 
land to depress the pound in reference 
to the dollar, and she succeeded ad- 
mirably, driving the pound down to a 
litle more than three dollars at one 
time, and in that process of depreciat- 
ing the pound, stimulated her foreign 
trade very greatly to our disadvantage. 
If an alien could buy pounds so much 
cheaper than he could buy dollars, he 
found it advantageous to trade in the 
British markets rather than in the 
American market. 


Losing Gold at Shocking Rate 

We went off gold, and the world 
and many of our own citizens were 
horrified, because we did what no 
country had ever done before: volun- 
tarily left the gold standard instead of 
being driven from it. There are people 
who think that was dishonest. It was 
comparable, I should say, to a country 
preparing for war before it is invaded. 
We were losing gold at a shocking rate 
a year ago. Gold was being with- 
drawn for hoarding; six hundred mil- 
lions were so withdrawn. Foreign 
balances of aliens were being with- 
drawn, and for a period, every gold 
carrying ship that left our shores car- 
ried all that the insurance companies 
would insure. England, under a simi- 
lar pressure, waited until because of 


the exhaustion of her gold supply, she 
practically had to go off gold. 

In England there was the same mis- 
conception—and it was world-wide— 
of giving gold liquidity to all forms of 
property that could be turned into a 
bank account. There had been a great 
influx of deposits into Great Britain. 
The British banker found the domestic 
market not equal to absorbing those 
deposits. The British bankers made 
large loans to the German bankers. It 
looked like a profitable operation. They 
were paying very low interest rates on 
their deposits and getting very high 
interest rates on their loans. 


Airships Carry Gold 

The Hoover moratorium came along. 
It was followed by the standstill agree- 
ment. The loans froze. They could 
not be recalled. Depositors in Eng- 
land, seeing that situation, began to 
withdraw. I was in Paris in July and 
saw ten aeroplanes a day landing at 
Le Bourget, each carrying a ton of 
gold from England. Well, England 
was forced off the gold standard. In- 
stead of that, we acted a little more 
forehandedly and left the gold stand- 
ard with four billions of gold still 
in our coffers. I believe it was a wise 
thing to do. 

The gold was embargoed; it was 
declared contraband. The people who 
had attempted to hoard were forced to 
return it,—though not completely: a 
large amount of gold was returned to- 
day from people who have been hoard- 
ing it. They returned it under what is 
perhaps the final threat of the govern- 
ment, to prosecute hoarders of gold. 

The gold stock today is in two 
places: the Treasury of the United 
States and the vaults of the Federal Re- 
serve Banks. There is probably a little 
scattered, hiding still, but in the main 
all our monetary stock of gold, four 
and one-quarter billions, lies in those 
two places, and the government is 
moving by legislation to take over the 
gold that is in the Federal Reserve 
Banks, as they should in justice if 
they took your gold and mine. There 
is no reason that the Federal Reserve 
Bank, into which that gold was re- 
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turned, should profit by it if the dol- 
lar is to be devaluated. That so-called 
profit should belong to the whole 
people, and that is the movement 
which is now in hand. 

Presently we will find ourselves, | 
presume, with all the monetary gold 
stock lodged in the Treasury of the 
United States, and that is the point 
where I really want to begin to out- 
line a plan that I believe is the plan 
that should be followed. The plan 
which has been advanced in Washing- 
ton at the moment is to set aside two 
billions of that gold to be operated by 
the Secretary of the Treasury as a stabi- 
lization fund. That is in answer to 
the very obvious need of anti-aircraft 
gu>s against the English stabilization 
fund. There is a positive need of that 
unless we can safeguard our monetary 
base from such operations as are con- 
ducted by the English stabilization 
fund, guard it from this swashing 
back and forth of liquid capital. That 
fund of liquid capital has been esti- 
mated by the London Times to be on 
the order of ten billion dollars, almost 
equal to the whole gold stock of the 
world, and it has moved across bor- 
ders, become an effective demand upon 
a monetary gold basis wherever there 
was a gold standard, has influenced 
the foreign exchanges just as the im- 
port and export of goods would, and 
it is a burden that the gold standard 
cannot sustain. 

What then is the best way to meet 
this condition, and in meeting it to 
solve a number of other factors that I 
have not described? I will try briefly 
to outline to you the proposal which 
I have made to a committee of Con- 
gress, and which is being given serious 
consideration. 


Would Return to Gold Standard 


In the first place, I would recognize 
the weakness of the gold standard 
as it has existed. I would return to 
a gold standard but to a modernized 
gold standard, and by that I mean 
a gold standard which should sustain 
the two primary functions. It should 
be a base for our currency. Our paper 
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currency should be freely redeemable 
in gold but with this proviso. It should 
be redeemable in gold only when the 
gold is wanted to pay an adverse 
trade balance. If you had currency 
and wanted to withdraw gold to hoard 
it, the gold stock would be insulated 
from that attack. You would not be 
permitted to draw gold out of the 
monetary base, in view of the sig- 
nificance that that withdrawal has in 
its effect upon bank credits, as I have 
tried to explain, namely, substantially 
sixteen times as much as the gold with- 
drawn. 


True Definition of Inflation 

It is just as dangerous to have the 
gold monetary base augmented as it is 
to have it reduced. An inflow of cap- 
ital that comes not as a result of a 
favorable foreign trade balance, but 
comes because an individual or an 
astute government throws that capital 
into the exchanges and across the 
border—such an augmentation gives 
ability for expansion that has no rela- 
tion to the volume of business. And 
that is the true definition of inflation: 
an expansion of credit or of currency 
having no relation to the volume of 
business. 

So I would set up a gold standard 
that would serve as a base for the 
currency, and would give confidence 
to the holder of that currency, but the 
currency should be redeemable for the 
one purpose of furnishing gold for 
settling of a foreign trade balance. 
That should be the first step, and with 
such a standard I think we should 
stabilize the dollar, stabilize it some- 
where within the range that is now 
proposed, fifty to sixty per cent. of its 
old value of 23.22 grains. 

I would take some other momentous 
steps. I would create an arm of the 
government which would be as much 
a part of the government as the Treas- 
ury of the United States. It would have 
some of the functions of a central 
bank, but it would not be a bank. It 
would have no capital. It would re- 
ceive no deposits. In searching for a 
name I have chosen to call it the Fed- 
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eral Monetary Authority; perhaps in- 
fluenced by our title “Port Authority.” 

Let us regard a Federal Monetary 
Authority as an arm of the government. 
I would give that authority the power 
of issuing circulating currency, with- 
out a fixed minimum ratio of gold to 
volume of currency such as we have 
in the Federal Reserve Bank. I would 
follow in that respect the Bank of 
England and the Bank of France. 
There is no minimum deadline of re- 
serve below which these banks can not 
go. There is in the public mind a 
line of safety. The figures are pub- 
lished every week, and the public is 
informed as to the management; they 
must keep what the public regards as 
an adequate gold reserve back of their 
currency liability. If the gold reserve 
went too low, there would be a dis- 
position to convert currency into gold, 
but under the gold standard, as I pro- 
pose it, mere fright would not author- 
ize the holder of paper currency to de- 
mand gold redemption. 


Bullion, Not Coin, Standard 


In describing the modernized gold 
standard I have omitted some of the 
important features. I would no longer 
have a coin standard but a bullion 
standard. European nations have seen 
that for some time and have ceased 
giving coin in redemption for notes. 
They give gold bullion with bars, in 
the case of France, of the equivalent 
of about $2,500; in the case of Eng- 
land somewhat larger. So I would 
melt up all the coin; lock up all the 
coin presses; never coin any more, and 
when currency was redeemed it would 
be redeemed only in gold bars of, let 
us say, a five thousand dollar value. I 
would stop the free coinage of gold. 
At present anybody having gold can 
take it to the assay office and receive 
currency for it. Under the gold stand- 
ard, we had a “put” on gold. We 
could always get a dollar for 23.22 
grains of gold. I would withdraw that. 


Note: The concluding portion of Mr. 
Vanderlip’s paper will appear in the 
March issue of this publication. 
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not gauge the psychology of the in- 
vestor. He may return securities to us 
for some reason developed in our own 
country, or he may return them for 
some reason developed in his own 
country. 


Movements of Liquid Capital a Factor 
There was one of the troubles of the 
continued working of the gold stand- 
ard. But there developed another 
trouble similar in character but far 
more important. There grew up dur- 
ing the war a great mass of liquid capi- 
tal that crossed frontiers with no rela- 
tion at all to foreign trade. Sometimes 
it was motivated by fear, and we called 
it a flight of capital. Sometimes it was 
motivated by astuteness. An example 
of that was in 1928 and 1929 when 
two billion dollars flowed into our 
banks here, foreign money, coming 
without any regard to foreign trade. 
Our foreign trade was in favorable 
balance, but this money came way. be- 
yond that demand. It made possible 
the expansion of currency, the greater 
expansion of bank credit. It contrib- 
uted very largely to the boom in the 
stock market which led to those gro- 
tesque prices from which there was the 
terrible tumble at the end of 1929. 

Then speculators in exchange may 
move capital across borders in the same 
way. We do not have so very much 
speculation in the foreign exchange 
market, but it is a favorite game of the 
speculator in Europe, and there are 
vast sums of liquid capital that operate 
in the foreign exchange market, and, 
as I say, it is thrown across borders 
without respect to foreign trade and 
its demands. 

After England went off the gold 
base, she established what was known 
as a stabilization fund. Parliament 
appropriated first one hundred fifty 
million pounds, which was placed in 
the hands of the governor of the Bank 
of England to stabilize the pound. 
That is euphonious for manipulating 
the foreign exchanges. That was 
found not to be large enough and Par- 
liament later appropriated two hun- 
dred million pounds in addition. Now 
that total is a billion and three-quar- 
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ters, and remember, there is only a 
little more than eleven billions of 
monetary gold in the world. That has 
been operated by an astute economic 
general, as a military general would 
operate troops, and the campaign has 
been as secret as would the campaign 
of a military general in a war. To my 
mind, the result has been as dangerous 
as a flight of military aeroplanes that 
could cross the border of a country 
that had no anti-aircraft guns to en- 
gage them. 

I find no fault with England for 
this. She had a perfect right to do it. 
That fund was operated in the interest 
of British citizens, and, conversely, it 
was not in the interests of the citizens 
of other countries. You would be 
told by an Englishman that its sole ob- 
ject was to stabilize the pound. Stabi- 
lize it where ? It was the desire of Eng- 
land to depress the pound in reference 
to the dollar, and she succeeded ad- 
mirably, driving the pound down to a 
little more than three dollars at one 
time, and in that process of depreciat- 
ing the pound, stimulated her foreign 
trade very greatly to our disadvantage. 
If an alien could buy pounds so much 
cheaper than he could buy dollars, he 
found it advantageous to trade in the 
British markets rather than in the 
American market. 


Losing Gold at Shocking Rate 

We went off gold, and the world 
and many of our own Citizens were 
horrified, because we did what no 
country had ever done before: volun- 
tarily left the gold standard instead of 
being driven from it. There are people 
who think that was dishonest. It was 
comparable, I should say, to a country 
preparing for war before it is invaded. 
We were losing gold at a shocking rate 
a year ago. Gold was being with- 
drawn for hoarding; six hundred mil- 
lions were so withdrawn. Foreign 
balances of aliens were being with- 
drawn, and for a period, every gold 
carrying ship that left our shores car- 
ried all that the insurance companies 
would insure. England, under a simi- 
lar pressure, waited until because of 


the exhaustion of her gold supply, she 
practically had to go off gold. 

In England there was the same mis- 
conception—and it was world-wide— 
of giving gold liquidity to all forms of 
property that could be turned into a 
bank account. There had been a great 
influx of deposits into Great Britain. 
The British banker found the domestic 
market not equal to absorbing those 
deposits. The British bankers made 
large loans to the German bankers. It 
looked like a profitable operation. They 
were paying very low interest rates on 
their deposits and getting very high 
interest rates on their loans. 


Airships Carry Gold 

The Hoover moratorium came along. 
It was followed by the standstill agree- 
ment. The loans froze. They could 
not be recalled. Depositors in Eng- 
land, seeing that situation, began to 
withdraw. I was in Paris in July and 
saw ten aeroplanes a day landing at 
Le Bourget, each carrying a ton of 
gold from England. Well, England 
was forced off the gold standard. In- 
stead of that, we acted a little more 
forehandedly and left the gold stand- 
ard with four billions of gold still 
in our coffers. I believe it was a wise 
thing to do. 

The gold was embargoed; it was 
declared contraband. The people who 
had attempted to hoard were forced to 
return it,—though not completely: a 
large amount of gold was returned to- 
day from people who have been hoard- 
ing it. They returned it under what is 
perhaps the final threat of the govern- 
ment, to prosecute hoarders of gold. 

The gold stock today is in two 
places: the Treasury of the United 
States and the vaults of the Federal Re- 
serve Banks. There is probably a little 
scattered, hiding still, but in the main 
all our monetary stock of gold, four 
and one-quarter billions, lies in those 
two places, and the government is 
moving by legislation to take over the 
gold that is in the Federal Reserve 
Banks, as they should in justice if 
they took your gold and mine. There 
is no reason that the Federal Reserve 
Bank, into which that gold was re- 
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turned, should profit by it if the dol- 
lar is to be devaluated. That so-called 
profit should belong to the whole 
people, and that is the movement 
which is now in hand. 

Presently we will find ourselves, I 
presume, with all the monetary gold 
stock lodged in the Treasury of the 
United States, and that is the point 
where I really want to begin to out- 
line a plan that I believe is the plan 
that should be followed. The plan 
which has been advanced in Washing- 
ton at the moment is to set aside two 
billions of that gold to be operated by 
the Secretary of the Treasury as a stabi- 
lization fund. That is in answer to 
the very obvious need of anti-aircraft 
gu”s against the English stabilization 
fund. There is a positive need of that 
unless we can safeguard our monetary 
base from such operations as are con- 
ducted by the English stabilization 
fund, guard it from this swashing 
back and forth of liquid capital. That 
fund of liquid capital has been esti- 
mated by the London Times to be on 
the order of ten billion dollars, almost 
equal to the whole gold stock of the 
world, and it has moved across bor- 
ders, become an effective demand upon 
a monetary gold basis wherever there 
was a gold standard, has influenced 
the foreign exchanges just as the im- 
port and export of goods would, and 
it is a burden that the gold standard 
cannot sustain. 

What then is the best way to meet 
this condition, and in meeting it to 
solve a number of other factors that I 
have not described? I will try briefly 
to outline to you the proposal which 
I have made to a committee of Con- 
gress, and which is being given serious 
consideration. 


Would Return to Gold Standard 


In the first place, I would recognize 
the weakness of the gold standard 
as it has existed. I would return to 
a gold standard but to a modernized 
gold standard, and by that I mean 
a gold standard which should sustain 
the two primary functions. It should 
be a base for our currency. Our paper 
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currency should be freely redeemable 
in gold but with this proviso. It should 
be redeemable in gold only when the 
gold is wanted to pay an adverse 
trade balance. If you had currency 
and wanted to withdraw gold to hoard 
it, the gold stock would be insulated 
from that attack. You would not be 
permitted to draw gold out of the 
monetary base, in view of the sig- 
nificance that that withdrawal has in 
its effect upon bank credits, as I have 
tried to explain, namely, substantially 
sixteen times as much as the gold with- 
drawn. 


True Definition of Inflation 

It is just as dangerous to have the 
gold monetary base augmented as it is 
to have it reduced. An inflow of cap- 
ital that comes not as a result of a 
favorable foreign trade balance, but 
comes because an individual or an 
astute government throws that capital 
into the exchanges and across the 
border—such an augmentation gives 
ability for expansion that has no rela- 
tion to the volume of business. And 
that is the true definition of inflation: 
an expansion of credit or of currency 
having no relation to the volume of 
business. 

So I would set up a gold standard 
that would serve as a base for the 
currency, and would give confidence 
to the holder of that currency, but the 
currency should be redeemable for the 
one purpose of furnishing gold for 
settling of a foreign trade balance. 
That should be the first step, and with 
such a standard I think we should 
stabilize the dollar, stabilize it some- 
where within the range that is now 
proposed, fifty to sixty per cent. of its 
old value of 23.22 grains. 

I would take some other momentous 
steps. I would create an arm of the 
government which would be as much 
a part of the government as the Treas- 
ury of the United States. It would have 
some of the functions of a central 
bank, but it would not be a bank. It 
would have no capital. It would re- 
ceive no deposits. In searching for a 
name I have chosen to call it the Fed- 
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eral Monetary Authority; perhaps in- 
fluenced by our title ‘Port Authority.” 

Let us regard a Federal Monetary 
Authority as an arm of the government. 
I would give that authority the power 
of issuing circulating currency, with- 
out a fixed minimum ratio of gold to 
volume of currency such as we have 
in the Federal Reserve Bank. I would 
follow in that respect the Bank of 
England and the Bank of France. 
There is no minimum deadline of te- 
serve below which these banks can not 
go. There is in the public mind a 
line of safety. The figures are pub- 
lished every week, and the public -is 
informed as to the management; they 
must keep what the public regards as 
an adequate gold reserve back of their 
currency liability. If the gold reserve 
went too low, there would be a dis- 
position to convert currency into gold, 
but under the gold standard, as I pro- 
pose it, mere fright would not author- 
ize the holder of paper currency to de- 
mand gold redemption. 


Bullion, Not Coin, Standard 


In describing the modernized gold 
standard I have omitted some of the 
important features. I would no longer 
have a coin standard but a bullion 
standard. European nations have seen 
that for some time and have ceased 
giving coin in redemption for notes. 
They give gold bullion with bars, in 
the case of France, of the equivalent 
of about $2,500; in the case of Eng- 
land somewhat larger. So I would 
melt up all the coin; lock up all the 
coin presses; never coin any more, and 
when currency was redeemed it would 
be redeemed only in gold bars of, let 
us say, a five thousand dollar value. I 
would stop the free coinage of gold. 
At present anybody having gold can 
take it to the assay office and receive 
currency for it. Under the gold stand- 
ard, we had a “put” on gold. We 
could always get a dollar for 23.22 
grains of gold. I would withdraw that. 


Note: The concluding portion of Mr. 
Vanderlip’s paper will appear in the 
March issue of this publication. 








Controllers Perform Valuable Service 


to Oil Industry in Code Work 


Many Serving On Committees To Aid Department of Interior and Interstate 
Commerce Commission — Members Take Turns Performing Tours of 


Duty in Washington — Results of Work 


NSTANCES of Controllers assist- 

ing in carrying out provisions of 
the National Recovery Act are mul- 
tiplying. Controllers generally are 
carrying a large part of the burden of 
setting up codes, determining the cost 
and other provisions, standardizing ac- 
counting practices, and the like. 

The following statement by Russell 
M. Riggins, a member of the Con- 
trollers Institute of America, Control- 
ler of the Phillips Petroleum Com- 
pany, of Bartlesville, Oklahoma, is 
illustrative of the character of service 
that controllers are performing in this 


field: 


“As a matter of information, I am 
serving on several committees in 
connection with uniformity of ac- 
counting, and the like, as follows: 


1. American Petroleum Institute 
Committee on Uniform Ac- 
counting. 

2. American Petroleum Institute 
Committee on Inventory Valu- 
ations and Cost Methods. 

3. American Petroleum Institute 
Committee on Pipe Line Ac- 
counting. 

4. Accounting Sub-Committee of 
the Planning and Coordination 
Committee Under the Code of 
Fair Competition for the Petro- 
leum Industry. 


“The: first committee has been in 
existence several years and is com- 
posed of some twenty-five to thirty 
controllers of the oil industry, meet- 
ing annually and sometimes semi- 
annually, and has produced some 
wonderful results, 


“The second is a recent committee 
and is somewhat of a sub-committee 
of the first. This is composed of 
seven oil industry controllers, form- 
ing a joint committee with a com- 
mittee of seven appointed by the 
American Institute of Accountants. 
Two meetings were held in New 
York during November, and we are 
preparing to make recommendations 
providing for no profits or losses 
on inventories unless actually sold, 
and following the ‘last-in, first-out’ 
method. There are many methods 
used in costing inventories against 
sales, and I shall not attempt to go 
into the various details in this com- 
munication. 

“The third is somewhat of a new 
committee composed of operating off- 
cers and controllers of various inter- 
state pipe line common carriers 
throughout the United States. The 
committee has been in existence for 
several years, although not until this 
past year have the controllers been 
added thereto. The Interstate Com- 
merce Commission is issuing uniform 
accounting and depreciation regu- 
lations to be followed by these car- 
riers in the same manner as their 
regulations covering the operation of 
railroads and communication systems. 
We recently held two meetings with 
the Interstate Commerce Commis- 
sion in Washington. 

“The last committee represents the 
operation of the oil code, which is 
the only code not administered by 
the N.R.A., the Administrator be- 
ing the Secretary of the Interior. 
However, the operation of the code 
is controlled by a board of fifteen ap- 
pointed by the President of the 





To Be Promulgated Soon. 


United States, and is known as the 
Planning and Coordination Commit- 
tee. This committee has been divided 
into nine sub-committees, the chair- 
man of each being one of the fifteen 
members of the principal board. Each 
of these committees is composed of 
four members in addition to the chair- 
man. 

“Tam one of the four members of 
the Accounting Committee, the other 
three being from the Pacific Coast, 
the Atlantic Coast, and the Pennsyl- 
vania field, respectively. 

“Each of these sub-committees has 
a regular organization in Washing- 
ton, in the offices of the Planning 
and Coordination Committee, with a 
paid secretary. 

“Our duties are in connection with 
accounting and cost counsel, cost 
questionnaires, and the like, pertain- 
ing to exploration, crude oil produc- 
tion, transportation, refining and 
manufacturing, and all forms of 
marketing, such as jobber, dealer 
and retail. 

“This is quite a large organization, 
and I have recently completed a tour 
of about five weeks’ duty in the 
Washington offices and will, no 
doubt, return when some of the 
other members have completed their 
tours of duty. We are hopeful that 
we may soon be in position to pro- 
mulgate uniform accounting methods 
and cost methods for the petroleum 
industry. 

“T trust this information will be 
of interest to Controllers generally.” 

Other members of the Controllers 
Institute of America are serving on 
committees of the American Petro- 
leum Institute. 
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Prevention of Improper Manipulation of 
Corporate Assets Aim of New Laws 


Illinois Business Corporation Act Sets Up New Definitions and Strin- 
gent Regulations, Based on Revelations of Past Four Years — Delves 
into Corporate Accounting Procedures—Paper by FLETCHER LEwISs. 


EGISLATION, court decisions, and 
regulations promulgated by bodies 
which have a measure of control over 
business corporations, are writing defi- 
nitions of accounting terms and are 
setting up accounting procedures for 
American business. When accounting 
principles and legal concepts clash, the 
law prevails. It behooves controllers, 
therefore, and professional account- 
ants, to raise their voices and present 
their cases, with respect to such mat- 
ters as corporate accounting practices 
and principles, if their views are to 
become a part of the laws of the vari- 
ous states, and of the Federal govern- 
ment. 

The article that follows is the sub- 
stance of an address made by Fletcher 
Lewis, a corporation lawyer of Butler, 
Pope, Ballard & Elting, Chicago, at 
the first meeting of the Chicago Con- 
trol, of the Controllers Institute of 
America, held January 24. Mr. Lewis 
helped to draft the new Illinois Busi- 
ness Corporation Act. His presentation 
of the reasons for inclusion of certain 
new provisions of great interest to cor- 
porate officers, and his picture of the 
legal views of accounting problems as 
contrasted with the heretofore accepted 
accounting principles, are of excep- 
tional value. 

This is the first portion of the paper 
by Mr. Lewis. The second and con- 
cluding portion will be presented in 
the March issue. 


—THE EpITor. 


Some of the more important 
changes in corporation law that were 
effected through the recent enact- 
men of the Business Corporation Act 


of Illinois will be discussed in this 
paper. There is a growing emphasis 
on the necessity of a clear and ac- 
curate understanding of _ statutory 
provisions which directly affect the 
work of controllers. Men who hold 
the highly important and responsible 
positions of controllers must be thor- 
oughly familiar with the new Busi- 
ness Corporation Acts, not only of 
Illinois but of other states which are 
enacting new laws; especially with 
those provisions which directly affect 
controller's auditing and accounting 
problems. Controllers cannot afford 
to make mistakes, through ignorance 
of the statutory provisions, which 
may result in the imposition of civil 
or criminal liabilities, or both, on 
the officers and directors of the com- 
panies which the controllers serve. 
I do not profess to have any tech- 
nical knowledge of the theory and 
practice of accounting, but out of a 
good many years of experience in the 
practice of corporation law, I hope 
[ have gained some common sense 
understanding of certain accounting 
principles involved in the prepara- 
tion of the corporate balance sheet, 
and in the application of certain 
statutory requirements found in the 
leading corporation acts of the vari- 
ous states. I propose to discuss the 
more important of these questions 
primarily from the viewpoint of the 
lawyer rather than the accountant. 


Background of Legislation 
A brief review of the historical 
background of corporate legislation 
in Illinois will, I believe, be of in- 
terest, 


Prior to the adoption of the IIli- 
nois constitution of 1870 it was 
within the power of the Legislature 
to grant corporate charters by special 
act, and if a certain group of indi- 
viduals desired to form a corporation 
for a certain purpose it was possible 
for them to procure the passage of 
an act of the Legislature creating the 
corporation, with such powers, rights 
and franchises as they might be able 
to induce the Legislature to give 
them. There are a substantial num- 
ber of these special charter com- 
panies still in existence, and some of 
these charters are exceedingly valu- 
able because of the special privileges 
bestowed by a willing Legislature. 
Examples of these special charter 
companies here in Chicago are the 
Peoples Gas, Light and Coke Com- 
pany, and the Chicago Tribune Com- 
pany. Under the doctrine of the 
famous Dartmouth College case, a 
charter so granted by special act be- 
came a contract between the com- 
pany and the State, the vested rights 
under which could not thereafter be 
impaired by the State. 

The Constitution of 1870 pro- 
hibited the practice of granting 
special charters and required that the 
General Assembly should provide 
for the organization of corporations 
under general laws. This resulted in 
the enactment of the General Cor- 
poration Act of 1872, providing that 
corporations for profit might be or- 
ganized thereunder for any lawful 
purpose except banking, insurance, 
real estate brokerage, the operation 
of railroads, and the business of lend- 
ing money. This act, with numer- 
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ous amendments which were made 
from time to time, remained in force 
until superseded by the General Cor- 
poration Act of 1919. Although the 
1919 act was a very substantial im- 
provement over the 1872 act it was 
found necessary to make numerous 
amendments at every subsequent ses- 
sion of the General Assembly. Many 
of its provisions were exceedingly 
ambiguous and others were wholly 
unworkable. In still other respects 
certain kinds of corporate activities 
were so unrestricted, not because of 
express permissive provisions, but 
largely because of the absence of 
regulatory provisions, that flagrant 
corporate abuses became the order of 
the day. 


Those Responsible for Act 

The new Business Corporation Act 
had its inception in 1929, when a 
special committee was appointed by 
the President of the Chicago Bar As- 
sociation to examine into and report 
upon a number of amendments 
which had been proposed from various 
sources, and with the further thought 
of preparing such additional amend- 
ments as might be necessary to revise 
and modernize the entire act. This 
committee was composed of repre- 
sentatives of some eighteen of the 
leading law firms of this city which 
were actively engaged in corporate 
practice. This committee reported 
back to the Bar Association that, in 
its opinion, it would be a well nigh 
hopeless task to prepare the neces- 
sary amendments to an already over- 
amended statute, and in lien thereof 
it recommended the preparation of a 
complete new act to supersede the 
1919 statute. The President and 
Board of Managers of the Bar As- 
sociation asked this committee if it 
would be willing to undertake such 
a task. The committee said it would 
on condition that it be permitted to 
procure the cooperation of a similar 
committee from the Illinois State 
Bar Association, of designated repre- 
sentatives from the office of the 
Secretary of State, and of other in- 
terested organizations such as the As- 
sociation of Commerce, the Illinois 
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Manufacturers Association, the State 
Federation of Labor, and the Illinois 
Society of Certified Public Account- 
ants. This was done and the actual 
work of drafting the proposed new 
act was begun in 1930. It fell to 
my lot and became my arduous duty 
as well as my great privilege, to act 
as chairman of the special drafting 
committee in charge of the actual 
drafting of the proposed act. 


Laws of Other States Studied 


Many months were spent and 
much midnight oil burned on this 
work, which included a comparative 
study of the more important acts of 
other states, as well as many court 
decisions, with the result that our 
bill was submitted to the 1931 Gen- 
eral Assembly late in the session. 

Violent opposition immediately 
developed in certain quarters which 
charged our committee with ulterior 
motives and sinister purposes. Al- 
though there was not a scintilla of 
truth in these charges, it became ap- 
parent that no bill of this size and 
importance could be passed at that 
session. We then asked for and pro- 
cured the passage of a measure for the 
appointment of a Commission, con- 
sisting of four members of the House, 
four members of the Senate, and 
seven members to be named by the 
Governor, to consider the bill we 
had prepared and report back tothe 
1933 General Assembly. Our com- 
mittee continued its work, making 
recommendations to this Commis- 
sion for various revisions of our 1931 
draft. Most of these revisions were 
directed at the corporate abuses and 
scandals which were so fully un- 
covered during 1932. 

As so revised, the Commission re- 
submitted the bill to the 1933 Gen- 
eral Assembly, and after overcoming 
the same bitter attacks and the same 
tactics which were employed in 1931, 
we succeeded in securing the passage 
of the bill in substantially the form 
in which it was submitted. This bill, 
known as the “Business Corporation 
Act,” became the law of this State on 
July 13, 1933. 


It would not be possible to give 
you within the limits of a brief paper 
an analysis of the entire act, and so 
I shall confine myself to a discussion 
of. the more important provisions 
and changes with which corporation 
officials, and especially controllers, 
should be familiar. 

I shall now discuss those provi- 
sions of the act which, in my opin- 
ion, constitute the most important 
changes made by it. These are the 
provisions dealing with the use 
and application of corporate assets. 
Broadly speaking, these provisions 
are designed to prevent the recur- 
rence of the flagrant and outstand- 
ing fraudulent practices and corpo- 
rate abuses disclosed during the past 
three or four years and which have 
been imposed both upon the public 
and the shareholders, especially those 
relating to the improper manipula- 
tion of corporate assets and improper 
declaration of dividends. 


Loose Definition of Capital Stock 
Abolished 


To understand what has been done 
it is necessary to refer to certain 
definitions contained in the act. To 
begin with the ambiguous and un- 
certain term “‘capital stock,” which 
has received conflicting interpreta- 
tions not only by the Illinois Su- 
preme Court but by courts of other 
states, and the meaning of which has 
become even more ambiguous in re- 
cent years because of the introduc- 
tion and use of no par shares, has 
been abolished. In lieu thereof the 
act defines and uses the more exact 
legal and accounting phraseology of 
“authorized shares,” “issued shares,” 
“treasury shares,” “stated capital,” 
and “paid-in surplus.” 

In line with practically all of the 
modern statutes which give recogni- 
tion to the theory of no par shares, 
the act permits, subject to certain 
carefully drawn protective limita- 
tions, the allocation of a part of the 
consideration received by a corpora- 
tion for the issuance of its shares to 
a surplus account. A clear under- 
standing, therefore, of the elements 
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of stated capital is of the utmost im- 
portance. You will find the defini- 
tion in Section 2 (k) of the act. 
Under this definition, it is intended 
that “stated capital” shall be pri- 
marily, at any given time, a sum 
equal to: 


1. The par value of the then is- 
sued shares; and 

2. Such part of the entire con- 
sideration received for no par 
shares as shall not have been 
allocated to paid-in surplus. 


But this sum is subject to adjust- 
ment: 


1. By transfers to stated capital 
from any surplus account, thus 
increasing the total stated 
capital; and 

2. By reductions effected in any of 
the formal methods permitted 
by law. 


Method of Reducing Stated Capital 

May I pause here to say that the 
requirement as to the method of re- 
duction is exceedingly important, as 
I shall point out in a moment. It is 
a simple matter to effect an increase 
in stated capital, but it requires 
formal statutory proceedings to re- 
duce stated capital. 

In Section 2(1) paid-in surplus is 
then defined as all that part of the 
consideration received for, or on ac- 
count of, all issued shares which does 
not constitute ‘‘stated capital.” This 
definition is not intended to cover all 


items which, under recognized ac- - 


counting practice, might be properly 
credited to the ordinary paid-in or 
capital surplus account, but by so 
limiting the definition we accomplish 
a very definite purpose as i shall 
later point out. 

Under these two definitions, the 
entire amount of the premium paid 
for the issuance of par shares will 
automatically become paid-in sur- 
plus. 

Issued shares are expressly defined 
in Section 2(j) as including treasury 
shares—that is shares which have 
been issued and sold and thereafter 
reacquired by the corporation, ex- 
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cept, however, shares which are 
acquired for redemption and cancel- 
lation. The purchase by the corpo- 
ration of its issued shares does not, 
therefore, reduce the legal stated 
capital. I shall have more to say 
about this in just a moment. 


Right to Purchase Own Shares Limited 

One of the most flagrant abuses of 
recent years has been the use by a 
corporation of the very funds con- 
tributed by its shareholders in the 
purchase of its shares in an endeavor 
to support the market price of such 
shares. Accordingly, this act places 
the most stringent limitation on that 
activity of any statute in this coun- 
try. This is effected through the 
definition, for this particular pur- 
pose, of “net assets” found in Sec- 
tion 2(m), and through the limita- 
tion on the right to purchase its own 
shares found in Section 6. 

Section 6 prohibits the purchase of 
treasury shares, except to the extent 
that the net assets of the corporation 
exceed the sum of (1) the stated 
capital, (2) the paid-in surplus, (3) 
any surplus which may be set up as 
representing unrealized appreciation 
in value or revaluation of its assets, 
and (4) any surplus arising from 
donated shares. Section 2(1) ex- 
cludes treasury shares from the asset 
side of the balance sheet in comput- 
ing net assets for this purpose. 

This means, in effect, that a cor- 
poration may purchase its own shares 
only to the extent that it has actual 
earned surplus available therefor. It 
also means, and this is vitally im- 
portant, that earned surplus available 
for dividends is reduced by the 
amount paid for the purchase of such 
shares. 


Difficult to Define Earned Surplus 


You may ask why we did not say 
in so many words that treasury shares 
may be acquired only by the use of 
earned surplus. The answer is that 
this would have required a statutory 
definition of earned surplus, and 
when we learned that a special com- 
mittee of the American Institute of 
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Accountants had spent some three 
or four years attempting to frame 
such a definition, even without the 
use of such exacting language as 
would be required in a statute, and 
that on the last reports we had at 
the time, this definition as finally 
agreed upon by the special committee 
had not been accepted by the Ameri- 
can Institute itself, we concluded 
that it would be unwise for us to at- 
tempt to frame an inflexible statutory 
definition of that term. We, there- 
fore, with the assistance of the 
special committee from the Illinois 
Society of Certified Public Account- 
ants, arrived at essentially the same 
result by a process of elimination. 

You will note, of course, that there 
are certain exceptions permitted by 
Section 6, namely, (1) eliminating 
fractional shares, (2) compromising 
and settling claims of the corpora- 
tion or taking security for previously 
incurred indebtedness, (3) paying 
dissenting shareholders the fair value 
of their shares in cases of merger, 
consolidation, or sale of assets, and 
(4) effecting a redemption of pre- 
ferred shares as otherwise permitted 
by the act. 


No Other Law So Stringent 


No such stringent prohibition is 
found in the corporation statute of any 
other state, California probably coming 
the closest to it. It is a well-known 
fact that this wide-open loophole for 
unwarranted manipulation of corpo- 
rate assets which existed under the 1919 
act was one of the major contributing 
factors resulting in the financial ruin 
of the two Insull companies, which 
were incorporated under that statute, 
namely, Insull Utility Investments, Inc. 
and Corporation Securities Company. 

Now I propose to direct your at- 
tention to one of the hardy perennials 
in the discussions between members 
of the accounting profession. I refer 
to the balance sheet treatment of 
treasury shares. I had supposed that 
at least since the conflagration which 
has taken place in the financial world 
since 1929 and 1930, sound account- 
ing practice would no longer give re- 
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cognition to purchased shares in the 
asset side of the balance sheet, but one 
has only to examine the recent reports 
of many of our large industrial com- 
panies to realize that this is not the fact. 

My attention was recently called to 
a July 10, 1933, report of one of our 
large industrial corporations whose 
shares are listed on the New York 
Stock Exchange, wherein it reported 
that on June 30 of that year it held 
187,189 shares of its own common 
stock and carried the same as an asset 
at cost amounting to $25,837,300, and 
the market value just prior to the re- 
port was $24,334,570. In its con- 
solidated balance sheet of December 
31, 1932, appeared the item, “U. S. 
Government and Other Marketable 
Securities,” $92,404,341.36. I am ad- 
vised that it subsequently appeared 
that only some $20,000,000 out of this 
$92,000,000 were Government bonds 
and that a large portion of the bal- 
ance consisted of treasury shares. 

Another of our large industrial com- 
panies, the stock of which is likewise 
listed on the New York Stock Ex- 
change, carried its own shares in both 
ways, first, as an asset on the asset side 
of its balance sheet, and second, as a 
deduction from stated capital. In its 
consolidated balance sheet of Decem- 
ber 31, 1932, there appears as an asset 
69,300 shares of common stock car- 
ried at $1,039,500, or $15 per share. 
Such shares are also included as issued 
shares in the capital stock account at 
a stated value of $2 per share. 

The December 31, 1932, consoli- 
dated balance sheet of another large 
industrial company shows that it has 
deducted from its stated capital by rea- 
son of the purchase of its own shares 
a total of $4,529,000, thus enabling 
it to show an indicated aggregate sur- 
plus of more than $9,900,000, or a 
little more than twice the amount de- 
ducted from its stated capital for treas- 
ury shares. Is it any wonder that the 
United States Senate and Mr. Pecora 
think conditions need investigation, 
and that all future financing has sud- 
denly received a _ withering blast 
through the enactment of the Federal 
Securities Act, many of the provisions 


The Controller, February, 1934 


of which are so drastic that it is al- 
most wholly unworkable ? 


Should Show Changes in Surplus 

Many of you will probably say, 
“Well, we have learned our lesson and 
we are no longer showing treasury 
shares as an asset on the asset side of 
our balance sheets.’’ I hope that is true, 
but I want to direct your attention to 
another accounting practice that, in my 
opinion, is almost equally bad, and 
which will certainly be exceedingly dan- 
gerous under the new IlIlinois Act. That 
is the practice of deducting purchased 
shares from the amount of the stated 
capital and showing the stated capital 
as a net liability item after making such 





requirements. It is not merely a book 
entry which may be adjusted from time 
to time as a convenient method of 
showing the net amount of the par or 
stated value of outstanding shares as 
distinguished from issued shares. The 
stated capital is an essential part of 
every balance sheet and involves a 
legai concept which prohibits an ad- 
justment of the amount, except pur- 
suant to formal proceedings required 
by the statute. That is exactly what we 
meant when we said in our definition 
in Section 2(k), ‘‘less such formal re- 
ductions from said sum as may have 
been effected in a manner permitted by 
law.” I know this conflicts with long 
established accounting conventions, but 


ea 


as Mr. Anson Herrick, one of San 
Francisco’s leading accountants, re- 
cently said in a letter to Professor Bal- 
lantine of the University of California, 
“When there is a conflict between the 


deduction, and without any showing 
that the surplus has been affected. 

My point is this. Stated capital is 
something which is and must be de- 
termined in accordance with statutory 


Controllers Often Become S pectalists tn 
One or More Phases of Their Routine 


ONTROLLERS usually are specialists in some one, or more, 

phases of the work which they are called upon to perform. J. L. 
Vogel, Vice-President and Director of the Signode Steel Strapping 
Company, of Chicago, makes this observation: “Men holding con- 
troller’s positions usually become particularly interested in certain 
phases of their work, either through natural inclinations or necessities 
of their positions, thus becoming to a certain extent specialists in par- 
ticular lines. 

“Such subjects as insurance, foreign exchange, investments, reports, 
budgets, personnel, and the like, have been developed intensively, no 
doubt, by controllers.” 

Mr. Vogel suggests that this specialized knowledge and skill be 
made available to all controllers who are interested, by cataloguing 
the men who have thus developed and acquired a wide range of in- 
formation on one or more special subjects. The creation of small 
committees in various cities is suggested. These committees, it is 
pointed out, could prepare reports, or could present papers; they 
could also be available for consultation by other controllers who 
might have special problems in those fields. 

Making available to controllers generally the results of intensive 
studies and of experience gained by use of carefully developed pro- 
cedures would be another valuable by-product of association of con- 
trollers with one another—of extending acquaintanceships in this field. 
Those to whom Mr. Vogel’s suggestion has been presented are enthu- 
siastic in their endorsement of it. 
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principles of law and accounting, the 
law must be recognized as determin- 


ing.’ 


Statements Which Mislead Directors 

May I make my position clear by a 
single illustration. Suppose the A cor- 
poration has outstanding 1,000 shares 
of common stock, no par value, sold at 
$100 per share, no part of which has 
been allocated to paid-in or capital 
surplus. Suppose it has an earned sur- 
plus of $25,000. Suppose it subse- 
quently purchased 250 of its shares at 
$100 per share, or $25,000. Under 
conventional accounting practice, the 
net worth is set up as follows: 


Net Worth Common Stock: 


1,000 shares no par, au- 
thorized and issued at 
stated value of $100 
per share 

Less 250 shares reac- 
quired at $100 per 
share and held in 


$100,000 








treasury 25,000 $ 75,000 
Earned Surplus 25,000 
Total Net Worth $100,000 


This statement not only violates the 
plain mandate of the statute as to 
stated capital, but misleads the direc- 
tors into the belief that $25,000 is 
available for dividends when the actual 
fact is that not a single dollar is avail- 
able for that purpose. The mere pur- 
chase of outstanding shares for the 
treasury does not reduce the legal 
stated capital. It is not one of the 
formal methods provided by statute to 
effect a reduction of stated capital. 
This is true not only under the new 
Illinois Act but also under the acts of 
most of the other states having modern 
corporation statutes. 

The vital points to be considered 
and to be clearly shown by the net 
worth portion of the balance sheet are: 


1. The true legal stated capital ; 


2. When issued shares have been 
purchased and held in the treas- 
ury, instead of showing the 
transaction as a reduction of 
stated capital, you must in Illinois 
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show it as an appropriation from 
earned surplus, and under most 
other modern corporation statutes 
as an appropriation from some 
one or more of the various sur- 
plus accounts ; 


3. In Illinois you must, unless you 
are going to wholly mislead the 
directors and subject them to lia- 
bility, make clear that the pur- 
chase of shares not only reduces 
the surplus available for divi- 
dends but also for any further 
purchase of additional shares. 


Controller Must Show Facts Clearly 

A controller's obligation is to set up 
his accounts so as to reflect clearly these 
facts. It may require some more de- 
tail, and it may not accord with past 
conventional accounting practice, but 
I am thoroughly convinced that there 
is no accounting necessity of producing 
a statement which may be misleading 
and which is in conflict with actual 
statutory requirements. 

This matter is so important that I 
desire to present another illustration. 
Suppose the X corporation at the end 
of the year 1932 has outstanding 1000 
shares of no par common stock issued 
at $100 per share, no part of the con- 
sideration for which has been allocated 
to paid-in surplus, and that it then has 
an undistributed earned surplus of 
$25,000, so that its total net worth is 
$125,000. Suppose that during 1933 
it purchases 100 shares of its stock at 
$100 per share, or $10,000. Its net 
worth may then be shown as follows: 


dicated. There is also shown the legal 
earned surplus available for dividends 
or the purchase of additional shares. 
The net worth is correspondingly re- 
duced for the reason that treasury 
shares ought not be included as an as- 
set. 


Believes Practice Unsound 


It is true that the statute does not 
prohibit the practice of showing trea- 
sury shares as an asset. As stated, the 
prohibition is only that treasury shares 
shall not be included in computing net 
assets for the purpose of determining 
the amount available for dividends or 
for the purchase of additional treasury 
shares. Nevertheless, from a stand- 
point of conservative and sound ac- 
counting, it is my personal opinion 
that the practice is thoroughly un- 
sound. As the right to purchase shares 
depends on the existence of an unap- 
propriated earned surplus, as it clearly 
does under the IHinois statute, then 
the effect of such purchase on the 
earned surplus must be shown. If, 
however, purchased shares are set up 
as an asset, then the procedure must be 
to earmark clearly the earned surplus 
item. This can be accomplished in one 
or two ways either (a) by an explan- 
atory note indicating the proportion of 
earned surplus remaining available for 
dividends or for the purchase of addi- 
tional shares, or preferably (b) the di- 
viding of earned surplus into two 
items entitled respectively, ‘“earned sur- 
plus available for dividends” and 
“earned surplus appropriated by pur- 


NET WORTH 


Stated capital, represented by 1000 shares no par common stock issued at stated 


value of $100 per share.............. 
Outstanding—900 shares............... 
In Treasury—100 shares ...........--.. 


In this statement the total legal 
stated capital is correctly shown and at 
the same time the residual account- 
ability for outstanding shares is in- 





bia Ga a ddmcogcbeaaa aaa doa aaa $100,000.00 
<ieenawe $90,000.00 


10,000.00 


rrr er ee ec $25,000.00 


10,000.00 


15,000.00 


ova eo wcewre cue ee eadine tees $115,000.00 


chase of treasury shares.” Unless a 
showing substantially to this effect is 
made, the directors will be completely 
misled. 
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In order to follow this question 
through, let us take one further step. 
Suppose the X corporation formally re- 
duces its stated capital by appropriate 
corporate procedure, which will re- 
quire a vote of shareholders and the 
filing of necessary documents in the 
office of the Secretary of State, such re- 
duction to be effected by cancellation 
of the 100 shares purchased and held 
in the treasury. Although the language 
of the act is not as clear or specific on 
this point as it might be, it seems ap- 
parent that this procedure will have the 
effect of reducing the legal stated 
capital to $90,000, and will restore to 
earned surplus available for dividends 
the $10,000 which had been appropri- 
ated by the purchase of treasury shares. 
The same result will follow if the treas- 
ury shares are subsequently sold at not 
less than the re-purchase price. 


Proper Source of Dividends 

I now pass to the next important 
matter to be considered in connection 
with the proper use and application of 
corporate assets, and that is the ques- 
tion of what funds constitute a proper 
source for the payment of dividends. 
It is not my purpose to undertake a 
theoretical discussion of this involved 
field of corporation law, but only to 
point out the restrictions which have 
been imposed by the new Illinois act 
in an effort to prevent some of the in- 
excusable practices which have all too 
frequently been indulged in. 

Perhaps no statute, not even Dela- 
ware’s, was so lacking in restrictive or 
regulatory provisions as the former act 
of Illinois. The only regulatory pro- 
vision in the 1919 act was that the di- 
rectors were made liable to the credi- 
tors of the corporation, ‘‘for declaring 
or assenting to a dividend if the cor- 
poration is, or is thereby, rendered in- 
solvent, or its capital is thereby im- 
paired, to the extent of such dividend.” 

This was substantially the equivalent 
of the common law doctrine of liability 
for the impairment of “‘capital’”— us- 
ing the term “‘capital’’ in its restricted 
legal sense, and not as meaning total 
assets of a corporation. But there were 
many lawyers who held the opinion 
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that as the statute merely said “‘or its 
capital is thereby impaired,” if the 
“capital” was already impaired, diyi- 
dends could nevertheless be paid out 
of current earnings, so long as actual 
insolvency was avoided. If this is cor- 
rect, then the former statute afforded 
less protection than the generally ac- 
cepted rule that dividends may not be 
paid when there is an impairment of 
“capital.’” In any event, such an in- 
adequate limitation leaves wide open 
the question of the payment of divi- 
dends through a charge against paid-in 
or capital surplus or through a charge 
against surplus set up or created by 
the use of unrealized appreciation. 

I suppose few worse practices were 
indulged in than was the case in 
Chicago in the days when residential 
hotels and large apartment house proj- 
ects were booming. A typical example 
is sufficient to illustrate the practice. 
A construction project for, let us say, 
a two million dollar apartment hotel 
would be launched. 


How Plan Worked 


The first step would be to procure 
an appraisal of the completed project 
based on the value of the land site 
proposed to be acquired and the archi- 
tect’s plans and specifications for the 
building and based on projected earn- 
ings. Having procured this appraisal, 
the corporation would be organized 
with a nominal investment in its com- 
mon stock and construction bonds is- 
sued and sold in the largest amount 
possible in order to finance the ven- 
ture. Frequently the bond issue was 
80 per cent., 90 per cent., and in all 
too many cases 100 per cent. of the ac- 
tual cost of acquiring the site and con- 
structing the building. The equity 
owners, not content with having the 
public’s money in their project for 
80 or 90 per cent., or more of the total 
investment, then wanted dividends on 
their so-called equity. So the next step 
was to reappraise or revalue the prop- 
erty as a completed and going concern. 
Through this revaluation of assets 
there would be set up a surplus account 
on a project of the size illustrated of 
perhaps $250,000 or more, which, at 


least in the absence of actual fraud, 
afforded a legal basis for payment of 
dividends out of any cash resources 
which the corporation might be able to 
obtain. This procedure was a com- 
mon occurrence, although the project 
might actually be operating at a loss. 
The statutory developments which 
have taken place so extensively since 
the introduction of no par shares per- 
mitting allocation of a part of the con- 
sideration to the surplus account has 
all too frequently been used as a 
method of avoiding the limitation on 
the payment of dividends from funds 
contributed by the shareholders. Dela- 
ware is a typical example, the statute 
expressly authorizing the payment of 
dividends out of the company’s ‘net 
assets in excess of its capital as com- 
puted in accordance with the provi- 
sions of Sections 14, 26, 27, and 
28.” The sections referred to are 
those which deal. with allocation of 
the consideration received between 
stated capital and surplus. Under such 


a statute a part of the consideration — 


paid in by purchasers of no par pre- 
ferred shares may be diverted to the 
payment of dividends on common 
stock and there is nothing these pre- 
ferred shareholders can do about it un- 
less a court of equity should hold, on 
general equitable principles, that their 
rights have been violated. 


Restrictions In Illinois Act 

With these illustrations in mind, let 
us now examine the restrictions im- 
posed under the new Illinois Act, 
which you will find in Section 41. 

Section 41 (a) prohibits the declar- 
ation or payment of a dividend at a 
time when the corporation is insolvent 
or its net assets are less than its stated 
capital or when such payment would 
render the corporation insolvent or re- 
duce its net assets below its stated 
capital. 

This, of course, amounts to the usual 
prohibition against the impairment of 
the so-called “capital” of the corpora- 
tion, but one important point must 
not be overlooked. Section 2 (m) also 
defines net assets, for this purpose, as 
excluding treasury shares. Therefore, 
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in determining net assets, regardless of 
other accounting problems that are pre- 
sented, such as the proper initial value 
of assets, provision for depreciation, 
bad debts, deferred charges, and the 
like, two things must be done, namely, 
take treasury shares out of the asset 
side of the balance sheet for this pur- 
pose, and deduct the cost of such 
shares from earned surplus and not be 
a reduction of stated capital. 

Section 42 (b) prohibits the pay- 
ment of dividends out of paid-in sur- 
plus, except upon preferred shares and 
then only on the express condition 
that the source of such dividends shall 
be disclosed to the shareholders re- 
ceiving the same concurrently with the 
payment thereof. This prevents the 
practice which is specifically legalized 
under statutes such as the Delaware 
Statute just referred to and prohibits 
the use of paid-in surplus or donated 
surplus as a basis for dividends on the 
common stock. 

Partners in some of the large ac- 
counting firms have criticized this pro- 
vision, saying that “there is no good 
financial reason why preferred shares 
should be so favored.” 


Encourages Preferred Stock Financing 

My answer is that this is a question 
of policy, wherein there may be room 
for honest difference of opinion. It 
was the belief of our committee that 
this would permit preferred stock 
financing, especially in projects in 
which full earning power would not 
be developed immediately. Without 
some reasonable assurance of a fund 
available for dividends, preferred stock 
could not be issued, and if the senior 
financing #s a bond or note issue, then 
an interest charge equivalent to such 
dividends would have to be paid and 
the capital contributions of the equity 
shareholders could and would be so 
used. This fact is pointed out and ap- 
proved by Mr. Berle in his recent book 
entitled, “The Modern Corporation 
and Private Property,’ and I am sure 
no one will accuse him of being too 
liberal in his attitude toward the cor- 
poration. On the whole, the committee 
saw no sound reason why such divi- 
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| DUTIES OF 
CONTROLLER 
Short Form of Definition 
Promulgated by Controllers 
Institute of America, as a 
Proposed Corporate By-Law. 


The duties of the controller 
shall be to maintain adequate rec- 
ords of all assets, liabilities, and | 
transactions of this corporation; | 
to see that adequate audits thereof | 
are currently and regularly made; | 
and, in conjunction with other of- | 
ficers and department heads, to 
initiate and enforce measures and | 
procedures whereby the business | 
of this corporation shall be con- | 
ducted with the maximum safety, 
efficiency, and economy. He shall 
attend all meetings of the Board 
of Directors and of the Executive 
Committee and he shall report to 
the President and/or the Board of 
Directors as said Board of Direc- 
tors may prescribe. His duties and 
powers shall extend to all sub- 
sidiary corporations and, so far as 
the President may deem practica- 
ble, to all affiliated corporations. 














dend payments should not be per- 
mitted, provided the shareholders were 
duly advised that such payments did 
not represent actual earnings. 

Next is the restriction imposed by 
Section 41 (c) which prohibits the 
payment of any dividend (other than 
a stock dividend) out of surplus aris- 
ing from unrealized appreciation in 
value, or revaluation, of assets. This 
strikes at the practice which I referred 
to a moment ago with respect to apart- 
ment and hotel financing, although the 
practice has not been limited merely to 
that type. The declaration of cash 
dividends charged against such ficti- 
tious surplus or the use of such ficti- 
tious surplus to absorb operating losses 
involves serious danger, because such 
appreciation may never be realized. 

Some of our accounting friends say 
that unrealized appreciation should not 
even be permited to be capitalized in 
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the form of a stock dividend. The 
danger just referred to does not, how- 
ever, apply to a stock dividend, since a 
stock dividend does not of itself effect 
any distribution of assets and does not 
prejudice corporate creditors. Our 
committee was not, therefore, prepared 
to go so far as to prohibit by statute 
the capitalizing of unrealized appreci- 
ation through the form of a stock divi- 


dend. 


Protects Preferred Shareholders 

Section 41 (d) provides that no 
dividend payable in its own shares shall 
be paid in shares having a preference 
as to dividends over the shares upon 
which such dividend is paid, unless 
expressly authorized by the articles of 
incorporation. This is a further re- 
striction not found in other corpora- 
tion acts. Its purpose is to prohibit 
the use of indirect methods by which 
common stockholders, for example, 
might be placed on an equality, to the 
extent of such dividend, with preferred 
stockholders through the issuance to 
such comomn stockholders of a divi- 
dend payable in preferred shares. 
Without this restriction such a device 
might be used to distribute paid-in 
surplus to common stockholders. 

Section 41 (e) provides that when 
a stock dividend is payable in par value 
shares there must be transferred to 
stated capital an amount from surplus 
equal to the aggregate par value of the 
shares to be issued as such stock divi- 
dend. The definition of stated capital 
would have required this in any event, 
but it is inserted in this dividend sec- 
tion as a counterpart to the require- 
ments of Section 41 (f) that when a 
stock dividend is payable in no par 
shares they must be issued at a value 
to be fixed at the time by the board 
of directors, that there must be trans- 
ferred to stated capital an amount of 
surplus equal to the aggregate value so 
fixed in respect of such shares, and that 
the amount transferred must be dis- 
closed concurrently with the payment 
thereof. This is directed against the 
common practice of declaring current 
stock dividends without making any 
increase in the stated capital, which has 
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been one of the favorite policies of the 
public utility holding companies dur- 
ing recent years. While the provision 
does not in express language require 
the board to fix a value equivalent to 
the consideration per share for the 
shares already outstanding, it does, in 
my opinion, require the directors to 
fix a value that will bear a reasonable 
relation to the consideration already 
received by the corporation for the 
shares of that class. The required dis- 
closure of the amount so transferred 
will permit the shareholders and the 
public to compare the market price of 
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such shares received as a dividend with 
the amount transferred to stated 
capital. 

Finally, it is provided in Section 
41 (h) that additional restrictions may 
be imposed on the declaration of divi- 
dends by provisions to be inserted in 
the articles of incorporation. In other 
words, if this statute has not gone far 
enough for the requirements of a par- 
ticular company, that company may im- 
pose additional restrictions by charter 
provisions. This means that the ac- 
countant and the lawyer who may be 
called upon to determine the valid 


sources of dividend payments must 
look not only to the statutory restric- 
tions but also to the articles of in- 
corporation to see that further restric- 
tions have not been imposed. 

I think it can safely be asserted that 
no other American statute imposes 
such definite and clean-cut limitations 
on the sources of funds for the pay- 
ment of dividends. Probably the new 
Pennsylvania statute, the recent Cali- 
fornia statute, as amended, the recent 
Michigan statute, as amended, and the 
Ohio statute come the closest. 


[To be concluded in March issue} 





National Committee On Munic- 
ipal Accounting Formed 


Purposes to Make Reports of Cities Comparable by 


Formulating Principles for Their Organization and Ar- 
rangement, and by Providing Classifications of Accounts. 


Announcement is made of the or- 
ganization of the National Committee 
on Municipal Accounting, a joint com- 
mittee representing associations of pub- 
lic officials, professional accountants, 
and citizens’ groups. Carl H. Chat- 
ters is secretary, and T. M. Dickerson, 
formerly of the official family of the 
N. A. C. A., is announced as chief 
staff accountant. The committee has 
an office in Chicago. 

In its announcement of purposes, 
the committee says: 


“Even the vast improvements in 
municipal accounting and reporting in 
the last thirty years have failed to bring 
about municipal statistics which can 
serve as a reliable basis for comparing 
the costs of similar activities between 
cities. Nor are municipal reports suit- 
able for such comparisons because of 
the lack of uniform terminology and 
standard classifications of revenues, ex- 
penditures, funds, and balance sheets. 

“Municipal accounting, generally 
speaking, represents at the present time 
the ideas of a great many individuals 
which have not as yet been co-ordi- 


nated. The thing now most needed is 
the co-ordination and unification of 
these ideas. It is the purpose of the 
committee to obtain the broadest possi- 
ble participation in the discussion of 
this problem. Therefore, it is com- 
posed of represenatives of the leading 
national associations of professional 
accountants, public officials, and citizen 
groups. An advisory committee is set 
up in each association to advise the 
representative of that association in the 
joint committee. 

“The purpose of the committee is 
to formulate principles to be followed 
in the organization and arrangement 
of financial reports of municipalities, 
to provide classifications of the various 
items going into the reports, and to 
secure the active use of these princi- 
ples. It proposes to classify assets, 
liabilities, revenue, expenditures, and 
funds in the interest of comparable re- 
ports. Principles and procedure relat- 
ing to audits will also be considered. 

‘Already some activities of govern- 
ment have well recognized standards 
of accounts. Municipal utilities use 
the classification of the National Asso- 


ciation of Railway and Utility Com- 
missioners. Schools have generally 
accepted the classifications developed 
by the National Educational Associa- 
tion and the United States Office of 
Education. Colleges and universities 
are using the reports of the National 
Committee on Standard Reports for 


Institutions of Higher Education. The 
general activities of municipal govern- 


ment can be reported just as uniformly 
if standards are provided. 

“The technical qualifications of 
municipal accounting officers should 
receive attention. The accounting of- 
ficer ought to be appointed, not elected, 
and should receive his position be- 
cause of his professional attainments. 
Training courses should be developed 
and employees who do well in one 
city should find it possible to obtain 
employment and advancement in an- 
other municipality. 

“All municipal officials, accountants, 
and interested citizens are asked to co- 
operate. They are urged to send their 
constructive suggestions to. the com- 
mittee. 


CONFERENCE ON CODE 
IMPROVEMENT 


Administration and improvement of 
the codes of fair competition are to be 
discussed at a conference in Washing- 
ton, to which have been invited code 
authorities, and trade association code 
committees. The general conference 
will open March 5. 
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REVIEWS of Current Business Publications 


HOW TO BUDGET FOR PROFIT. By 
Floyd H. Rowland. 297 pp. Harper Broth- 
ers. $4. From start to finish, Mr. Row- 
land displays an unusually comprehensive 
knowledge of the subject he covers. 
Budget control, as an effective aid to 
management in the successful operation 
of a business, has rapidly passed from 
the experimental stage to that of real 
necessity. As the author points out, 
budget control is not a new idea, but only 
in recent years has industry generally rec- 
ognized the advantages flowing from in- 
telligent use of this practice. Capital is 
invested in an enterprise for but one pur- 
pose, that of deriving an adequate re- 
turn. Budgeting represents the careful 
planning of a concern’s complex activi- 
ties to the end that this be accomplished. 

Wide as has been the application of 
these principles in late years, there has 
been no exposition of the subject in all 
its ramifications. This need has been 
met by the author in an admirable fash- 
ion. The fact that the volume is spon- 
sored by the Controllers Institute of 
America is sufficient to commend it as a 
storehouse of valuable information and 
is a textbook and a guide to everyone in- 
terested in this vitally important business 
development. It carries 120 illustrations. 

After outlining the evolution of budget 
control and what it means, there is fully 
explained those steps essential for the 
inauguration of proper methods, with 
stress upon the necessity for a classifica- 
tion of accounts to provide the facts per- 
taining to a business so as to reflect all 
transactions in their true light. 

The determination of sales quotas fur- 
nishes very interesting reading, for, after 
all, this is the foundation upon which the 
complete budget is predicated. This 
phase is covered in a manner consistent 
with its importance, the data is drawn 
from practical experience and amply il- 
lustrated with charts and tables. In like 
manner, the production budget, based on 
sales, is covered completely, even to the 
point of reproducing typical forms. 

In the discussion of the relation of 
standard costs to budgeting, the impor- 
tance of the former becomes even more 
evident, as does the advisability of utiliz- 
ing standard costs throughout all manu- 
facturing operations. Expense standards 
for manufacturing, sales distributing and 
administrative functions are covered in 
clear understandable language, as well as 
the treatment of variations from stand- 
ards. 

After going at length into other salient 
matters, the author carefully and pains- 
takingly leads the reader through the 
steps leading to the preparation of the 
master budgets, both operating and finan- 
cial, and a forecasted balance sheet. Anent 


the latter, it may be said that the budget 
program is not perfectly conceived unless 
provision is made for a balance sheet to 
reflect the result of the period’s activities. 
The author has not overlooked this ne- 
cessity and points out in a very succinct 
manner that the balance sheet is the 
method whereby is proved the accuracy 
of all the other budgets and if these are 
properly prepared the making up of a 
balance sheet should entail no difficulty. 


A. §. VAN BENTHUYSEN 


JORDAN ON INVESTMENTS. By Da- 
vid F. Jordan. Prentice-Hall, Inc., New 
York. 425 pp. $4. Economic developments 
of recent years, coupled with Federal leg- 
islation in 1933, have so altered investment 
procedure and the legal status of practically 
all securities as to warrant a second revised 
edition of this standard work, originally 
published in 1919. 

Written for the prudent investor, critical 
at times, it reflects the author's comprehen- 
sive knowledge of his subject. It is a vol- 
ume particularly recommended to the at- 
tention of the investor who would profit by 
sage counsel, 

Pointing out that the function of invest- 
ment is to conserve capital rather than to 
accumulate profits, the investor is cau- 
tioned to investigate personally before in- 
vesting. Due mainly to financial ignorance, 
the investor too often relies upon the advice 
of an interested dealer and as a result finds 
himself with securities lacking a proper de- 
gree of safety and entirely unsuited to his 
requirements. In being beguiled by the 
lure of high yields there is overlooked the 
economically unsound principle involved 
and the inevitable disastrous consequences. 

Dealing with the fundamental principles 
underlying the demand for capital, its man- 
agement and the relation of investments 
thereto, there is clearly enunciated the 
danger attendant upon high yields and the 
importance of recognizing what constitutes 
a safe return upon principal. The chap- 
ters explaining the characteristics of bonds 
and stock may be read to advantage. Gen- 
eral tests of investments, for measuring the 
safety and marketability of securities, are 
outlined. 

Federal, state and municipal bonds; rail- 
road, utility and industrial securities; bank 
stocks; real estate issues; and foreign ob- 
ligations are treated at considerable length, 
the essential factors being clearly expounded. 

Full stress is laid on the protection af- 
forded in the purchasing, in the holding 
and in reorganizations in respect to securi- 
ties, and the advances made in this direc- 
tion down to the present time. 

The small investor is not ignored. While 
his investment policy is likely to be hap- 
hazard, fewer avenues of investment being 


available to him, it is readily apparent that 
in his case a much greater element of safety 
is imperative. An investment program is 
suggested and it is interesting to observe 
that not alone are securities mentioned but, 
in addition, insurance, savings accounts and 
home ownership. While allusion to insur- 
ance is necessarily brief, its inclusion is im- 
portant, opening the way, as it does, to in- 
vestment with interest and life annuities to 
the insured and his beneficiaries. 

Taxation, methods of distribution, sources 
of information and their use, the mathemat- 
ics of investment and many other associated 
topics are informatively presented. 


A. §. VAN BENTHUYSEN 


DEPRECIATION—A REVIEW OF LE- 
GAL AND ACCOUNTING PROBLEMS. 
By the Staff of the Public Service Commis- 
sion of Wisconsin. State Law Reporting 
Company. New York. 196 pp. $1.85. 
This is a report submitted by the Public 
Service Commission of Wisconsin to the 
National Association of Railroad and Utili- 
ties Commissioners at its forty-fifth annual 
convention late in 1933. While presented 
as a report, this in no way detracts from 
its value as an interesting contribution on 
a subject of such importance in connection 
with utility operations and valuations. 

Stating the belief that depreciation is 
consumption of property in service, hence a 
cost of operation occurring throughout the 
service life, it emphasizes the straight-line 
method of providing for depreciation as 
the ultimate aim of commission policy. 

As bearing upon the problem, the repori 
indicates the commission’s understanding of 
the most important legal doctrines directly 
affecting depreciation and its views as to 
desirable modifications of these doctrines if 
a satisfactory depreciation policy is even- 
tually to be followed by all commissions. 

Probably no single question has occa- 
sioned more controversy and difficulty in the 
history of public utility regulation than that 
of depreciation. The problems presented to 
regulatory commissions, the meaning of de- 
preciation and the usual methods employed 
by utilities are adequately covered, followed 
by a discussion on the subject of deprecia- 
tion as a factor in valuation. 

Tracing the evolution of depreciation 
treatment from the realm of managerial dis- 
cretion to that of commission regulation, 
the section bearing on the legal doctrines 
of depreciation, covering 78 pages, citing 69 
cases, is of exceptional value. This is fol- 
lowed by further chapters covering methods 
of estimating service life and depreciation 
reserve requirements, as well as the hand- 
ling of depreciation reserves. A number 
of explanatory charts are included. 


A. S. VAN BENTHUYSEN 





INSTITUTE ACTIV ITIES-COMMUNICATIONS 


The 1933 Year Book of the Controllers 
Institute of America makes its appearance 
March 1. It contains a detailed report of 
the proceedings of the annual meeting of 
1933; a list of members; reports, and mis- 
cellaneous information concerning the In- 
stitute. To non-members of the Institute 
the Year Book is available at $2 a copy. 


+, 


% og % 

The Controllers Institute of America has 
sent to its members copies of the pamphlet 
issued by the American Institute of Ac- 
countants, entitled ‘““Audits of Corporate 
Accounts.” This pamphlet contains the 
correspondence between the Special Com- 
mittee on Cooperation with Stock Ex- 
changes of the American Institute of Ac- 
countants, the Committee on Stock List 
of the New York Stock Exchange, and the 
Committee on Stock Exchange Relations 
of the Controllers Institute of America. 

% % % 

In January, 1933, a Declaration of Prin- 
ciples was adopted by the Board of Di- 
rectors of* the Controllers Institute of 
America and communicated to members 
of the organization. The Declaration has 
been published several times since that 
date, and it is felt should be well known 
to all members of the Institute. It was 
designed to be the basis of a Code of 
Ethics to which members of the Institute 
should subscribe. Copies are available on 
request. 

% % % 

Referring to the National Securities Act 
of 1933, and the fact that it requires the 
controller or principal accounting officer 
of a corporation desiring to put out an is- 
sue of securities, to sign the registration 
statement to be filed with the Federal 
Trade Commission, Wilfred C. Sigerson, 
controller of Canadian Airways, Limited, 
of Montreal, Canada, a member of the 
Controllers Institute of America, recently 
wrote the Institute as follows: 

“I think that the Federal legislation, re- 
ferred to in the second paragraph of your 
letter of the 4th, would be very conducive 
to increase in prestige of Controllers. In 
other words, the increased responsibility 
would carry with it increased power. Vest- 
ing of more responsibility for published 
figures in the Controller would surely be a 
step in the right direction from the view- 
point of the public as well. 

“During recent years there have been 
numerous cases in the courts against out- 
side auditors. In most of these instances 
the auditors acted in good faith, but failed 
to uncover hidden transactions of shrewd 
insiders. I think the intelligent public, 
who are conversant with this subject, are 
pretty well convinced that auditors are not 
infallible, and that it is, on the other hand, 
possible for them to be guilty of errors of 


omission in uncovering fraudulent trans- 
actions. Any move which would tend to 
shoulder more responsibility on the in- 
sider, and especially the Controller who 
knows what is going on in the inside, 
would it seems tend to strengthen the en- 
tire system of reporting to the public, and, 
therefore, increase the public’s confidence 
in published figures, and business admin- 
istration in general.” 
% % % 

P. R. Calder, of the United Fruit Com- 
pany, Boston, a member of the Controllers 
Institute of America, recently wrote the 
Institute as follows: 

“The Institute could not have been or- 
ganized at a more opportune time, and if 
the Controllers of those companies not 
now included in its membership could 
appreciate its value, as I see it, their added 
support would make the Institute an or- 
ganization of paramount influence in the 
profession. This is a period which only 
enlightenment and honest effort can sur- 
vive. Controllers will best serve their 
companies by seeking enlightenment and 
strength from such institutions as this one, 
which affords those opportunities as well 
as the pleasure of congenial and intelligent 


association.” 
Po Sg % 


G. Kibby Munson, legal representative 
of the Institute in Washington, is the au- 
thor of an article which was published in 
the January, 1933, issue of the American 


Bar Association Journal. In this article Mr. 
Munson traces the development of the 
duties, responsibilities, authority, and rank 
of the controller in government-owned and 
controlled corporations, and _ contracts 
those duties and responsibilities with those 
of the controller of a privately owned busi- 
ness concern or corporation. The article 
quotes the duties of a controller as re- 
cently defined and promulgated by the Con- 
trollers Institute of America. Copies of 
Mr. Munson’s article have been sent to 
members of the Institute. 
% % % 

A newly elected member of the Control- 
lers Institute of America writes: “I can 
readily visualize the real value of an or- 
ganization such as the Controllers Institute 
of America and the important service it 
can render. So frequently the controller 
has very limited powers whereas, in my 
opinion, it is a highly important position. 
I believe an institution should select a man 
with the proper qualifications and then dele- 
gate broad powers to him. I am looking 
forward to getting better acquainted with 
the membership through a regular attend- 
ance at meetings and to obtaining benefit 
from exchanges of ideas.” 

% % % 

Other announcements concerning activi- 

ties of the Institute, its members, and 


committees, go separately to members in 
special communications. 
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International Alphabetic 
Accounting Machine 


For quick, accurate 
and more detailed reports 


A most satisfactory answer to today’s call for timely, detailed business facts is found in 
International Electric Accounting and Tabulating Machines. These machines, through the medium 
of punched tabulating cards, bring accurate and comprehensive reports with greatest possible 
speed. 

The Alphabetic Accounting Machine, shown above, is of particular interest. This important 
development of IBM will automatically produce complete printed reports in alphabetic and nu- 
merical form. The unusual flexibility of this machine is shown by the fact that both numerical 
and alphabetic information can be printed in the same column. 

International Electric Accounting and Tabulating Machines provide methods of sure control 
which are being employed by government and business in seventy-nine different countries. A com- 
plete demonstration of the latest IBM equipment awaits you in any of our branch offices. Stop 
in tomorrow morning. 





An Accounting Service for Every Need 


Any business, regardless of size, can now quickly obtain important facts and figures, regard- 
ing any department or any phase, through the use of the International Tabulating Service Bureaus. 
These Bureaus are located in all principal cities and are equipped with the latest International 
Electric Accounting and Tabulating Machines. They will work with you on a confidential 
basis—weekly, daily or hourly. 





INTERNATIONAL BUSINESS MACHINES CORPORATION 


General Offices 270 Broadway Branch Offices in all Principal 
New York, N. Y. Cities of the World 
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“1... and these figures give us the true picture 


Are figures presented to you in understandable and usable 
form? 


Statements, reports, summaries, irrespective of what you call 


them, should picture all your business activities with proper 
comparisons and analyses. They should show current events, 


not itredeemable past. Management is entitled to figures that 
are up-to-the-minute and do not require further interpretation. 
An interesting book just off the press, “Management Reports in 


the Modern Manner” tells what punched card accounting is and 
what it does; how you can reduce the cost of accounting with- 
out a cent of capital investment for machines. It’s the story of 
understandable figures, produced with Powers Punched Card 


Accounting. We will send a complitientary copy to every ma- 
jor and departmental executive. You owe it to yourself to read 


this book. Write for it now. 


Banks, Chain Stores, Public Utilities, Federal, State and 
Municipal Governments, Railroads and Insurance Companies, 
Industrial and Commercial Enterprises use Powers Methods. 


POWERS 


(PUNCHED CARD ) 


ACCOUNTING MACHINES 
BUFFALO, NEW YORK 





ANOTHER PRODUCT OF REMINGTON RAND 








